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China  as  a  Post-War  Market 


BY  LAWRIiNCE  K.  ROSINGER 


THE  far-reaching  economic  changes  set  in  motion 
by  the  present  war  are  leading  the  American 
people  to  reassess  the  importance  of  foreign  mar¬ 
kets  in  the  life  of  this  country.  The  extent  to  which 
the  United  States  will  be  able,  following  the  de¬ 
feat  of  Germany  and  Japan,  to  sell  its  goods  and 
services  not  only  to  traditional  large-scale  cus¬ 
tomers,  but  to  peoples  who  have  hitherto  bought 
comparatively  little  from  us,  will  have  a  great  deal 
to  do  with  the  number  of  jobs  available  for  Ameri¬ 
can  workers.  During  the  decade  1930-39,  United 
States  exports  ranged  between  $1,611,000,000  and 
$3,843,000,000,  but  at  the  present  time  we  are  ex- 
{xjrting  at  a  rate  of  $14,300,000,000  annually.  Of 
the  latter  sum,  $2,800,000,000  represents  regular  ex¬ 
port  trade,  and  the  remaining  $11,500,000,000  lend- 
lease  exports.’  Clearly,  if  full  employment  or  even 
the  unsatisfactory  employment  level  of  the  late 
thirties  is  to  be  maintained  after  victory,  the 
United  States — in  addition  to  domestic  economic 
measures  it  may  take — will  have  to  sell  abroad 
much  more  than  in  the  past. 

This  is  why  American  businessmen  and  econ¬ 
omists,  as  well  as  various  official  agencies,  includ¬ 
ing  the  State  and  Commerce  Departments,  are 
giving  close  study  to  the  possibilities  of  the  China 
market.  The  National  Foreign  Trade  Council, 
through  its  Far  East  Committee,  and  the  China- 
America  Council  of  Commerce  and  Industry  are 
both  deeply  interested  in  the  subject.  United  States 
airlines  are  already  applying  for  permission  to  es¬ 
tablish  post-war  links  with  China,  and  private  rep¬ 
resentatives  of  manufacturing  and  banking  inter¬ 
ests  are  discussing  trade  and  investment  problems 
in  off-the-record  meetings  with  Chinese  colleagues. 
The  concrete  arrangements  that  will  ultimately 
emerge  for  Chinese-American  economic  coopera- 

NOTl-.:  A  special  edition  of  this  Riport  has  been  printed  for 
the  American  Council  of  the  Institute  of  Pacific  Relations, 
which  is  usin;;  it  as  a  data  paper  at  the  Ninth  Conference  of  the 
Institute,  held  at  Hot  Springs,  Virginia  (January  6-17,  1945). 

1.  Figures  on  current  exi'torts  arc  from  Statement  of  iMuehlin 
Currie,  Deputy  Administrator,  Foreign  F.conomie  Administra¬ 
tion,  before  the  Suheommitte;  on  Foreign  Trade  and  Shipping 
of  the  Committee  of  the  Flouse  of  Representatives  on  Post-War 
Planning,  September  28,  1944  (Washington,  D.C.,  mimeo¬ 
graphed),  pp.  7-8. 


tion  are  as  yet  uncertain;  but  if  the  propter  condi¬ 
tions  are  created  within  and  outside  China,  that 
country  will  be  able  to  absorb  large  quantities  of 
imports  in  the  decades  after  the  war. 

CHINA’S  POTENTIAL  DEVELOPMENT 

No  one  knows  just  how  much  foreign  capital 
might  be  involved,  but  Vice  President  Wallace  as¬ 
sumed  in  a  recent  pamphlet  that  public  or  private 
agencies  of  the  United  States  or  United  Nations 
might  lend  $2,000,000,000  annually  in  the  Pacific 
area  in  the  first  five  post-war  years.^  Of  this  total 
of  $1 0,000,000, (X)o, an  important  share  would  presum¬ 
ably  be  applied  to  the  industrialization  of  China. 
It  has  also  been  estimated  that  if  capital  invest¬ 
ment  (both  Chinese  and  foreign)  were  to  take 
place  in  China  at  the  same  rate  in  relation  to 
population  and  area  as  in  Japan  during  the  in¬ 
dustrializing  period  1900-^6,  China  would  require 
$i3,6oo,ooo,o(k)  in  the  first  post-war  decade,  $23,- 
100,000,000  in  the  second,  $44,900,000,000  in  the 
third,  and  $5i,6oo,ooo,(X)o  in  the  fourth.  If 
the  same  percentage  of  capital  goods  were 
imported  from  abroad  as  in  the  case  of  Japan, 
about  $5,500,ooo,(xx)  of  the  capital  goods  for  the 
first  decade  would  come  from  foreign  sources.’ ' 
It  must  be  stated  most  emphatically  that  this  does 
not  mean  that  China’s  future  development  will 
actually  follow  such  a  course,  but  it  does  indicate 
China’s  great  economic  potentialities  if  the  con¬ 
ditions  for  rapid  industrialization  are  present.  | 

Immediately  after  the  war,  large  quantities  of 
sup^plies  will  probably  be  sent  to  China  for  relief 
purpxjses,  since  the  Chinese  will  need  food,  raw 
cotton  and  cotton  cloth  for  clothing,  agricultural 

2.  H.  A.  Wallace,  Our  fob  in  the  Pacific  (New  York,  Institute 
of  Pacific  Relations,  1944),  p.  18. 

3.  Eugene  Staley,  World  Economic  Development:  Effects  0* 

Advanced  Industrial  Countries  (Montreal,  International  Labour 
Office,  1944),  pp.  yi-yi.  These  figures  are  based  on  1936  pricer 
and  would  be  considerably  higher  if  wartime  or  presumable 
post-war  price  levels  were  used.  The  figures  for  capital  invest¬ 
ment  in  Japan  during  1900-36  are  as  follows:  1900-09,  $783,- 
000,000;  1910-19,  $1,658,000,000;  1920-29,  $3,128,000,000: 

1930-36,  $2,476,000,000.  In  the  first  decade,  imports  of  capital  j 
grxxls  amounted  to  some  40  prer  cent  of  total  investment,  in  the  I 
second  decade  36  per'cent,  and  in  the  third  34  per  cent. 
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supplies  (such  as  fertilizers,  livestock,  and  seeds), 
medicines,  and  aid  in  the  re-establishment  of  trans¬ 
port  facilities.  At  the  same  time,  China  will  be  in 
the  market  for  American  surplus  equipment  on 
cheap  terms — for  example,  army  trucks,  jeeps  and 
bulldozers  for  road  building  and  river  control; 
second-hand  machinery  and  machine  tools;  used 
railroad  equipment,  scrap  iron  and  scra[)  steel; 
and  excess  war  plants.'*  Hut  neither  relief  nor  dis- 
al  posal  of  surplus  goods  can  represent  a  permanent 
IS-  aspect  of  trade,  and  something  far  more  substantial 
te  is  necessary  if,  as  one  Chinese  spokesman  suggests, 
IS  increased  trade  with  China  is  “to  keep  half  a  mil- 
ic  lion  [American  |  men  steadily  at  work.”^ 
al  The  kind  of  long-term  trade  that  the  United 
a-  States  needs  in  China  can  arise  only  through  the 
a.  industrialization  of  that  country.  What  this  could 
t-  mean  to  world  economy  as  a  whole  is  clear  from 
the  fact  that  the  ('hinese  people  arc  more  numer- 
0  ous  than  the  combined  populations  of  the  highly 
1- j  industrialized  members  of  the  United  Nations.  It 
e  Ms  true  that  China  lacks  the  resources  to  become 
j  industrialized  to  the  same  degree  as  the  United 
1C  r  States  or  the  Soviet  Union,  but  it  does  have  “the 
If  I  mineral  basis  for  a  modest  industrialization.”'^  If 
■c|the  necessary  initial  steps  in  this  direction  arc 
1)1  taken  at  the  end  of  the  war  then,  according  to  a 
ic  {Chinese  student  of  the  trade  problem,  China’s  post- 
.’•war  imports  will  probably  total  $^54,700,000  an- 
s  nually,  i.e.,  roughly  20  per  cent  more  than  the 
11  average  imports  of  the  three  years  19^5-157.  If  this 
c  sum  is  further  increased  by  40  per  cent,  to  cover 
i-  the  assumed  rise  in  prices  between  the  prc-w'ar 
and  post-war  periods,  imports  will  equal  $461,- 
if  '  110,000.’ 

if  This  total  is  necessarily  guesswork  and  is  offered 
V  purely  as  an  illustration,  not  a  prediction.  The 
il  basic  assumption  behind  it  is  that  capital  will  not 
■J  at  once  be  imjxirted  on  a  vast  scale;  for  if — to 
E  cite  one  example — China  were  to  borrow  abroad 
*  j  $1,000,000,000  annually  in  the  immediate  post-war 
'  I  years,  imports  of  goods  would  obviously  be  far 
({higher  than  $461,110,000.  In  any  event,  whether 
1-  L  im^rts  at  the  outset  are  high  or  moderate,  two 
'  main  types  of  items  will  be  involved:  materials  for 

^  j  4-  It  should  be  noted  that  usability,  as  well  as  cheapness, 
'  \  will  be  an  important  criterion  in  such  purchases,  since  the  Chi¬ 
nese  will  wish  to  avoid  basing  their  industrialization  on  ob¬ 
solete  or  outnuxlcd  facilities,  especially  in  fieUls  where  they 
npect  to  compete  abroad. 

I  5-  Chang  Kia-ngau,  former  Chungking  Minister  of  Communi- 
_  cations,  Shangluii  h'rening  Post  and  Mennry  (New  York), 
March  10,  19.^4. 

I  li-  C>.  R.  Oessey,  Asia’s  luiiids  and  Peoples  (New  York, 
McGraw-Hill,  1944),  p.  75. 

’  ?•  Chih  Tsang,  T/ie  Post-War  Marltet  of  China:  A  Prelimi- 

nney  Estimate  (New  York,  Institute  of  Pacific  Relations,  1944, 
mimeographed),  p.  87. 


industrialization  and  basic  consumers’  goods.  This 
means  machinery  and  tends,  iron  and  steel,  petrole¬ 
um  products,  foodstuffs  (wheat,  flour,  rice),  rail¬ 
way  equipment,  trucks  and  other  vehicles,  tele¬ 
phone  and  radio  ec]uipment,  chemicals  and  phar¬ 
maceuticals,  cotton  goods  and  raw  cotton,  paper 
and  paper  products,  timber,  and  dyes,  pigments 
and  paints.  Many  other  items  could  be  added  to 
the  list,  but  this  will  give  some  idea  of  what  China 
needs.  If  industrialization  prtKeeded  fairly  smooth¬ 
ly,  the  emphasis  in  Chinese  purchases  would  shift 
more  and  more  from  the  consumers’  gcK)ds  essen¬ 
tial  in  initial  rehabilitation  work  to  imports  for 
industry,  since  China  could  be  expected  to  develop 
its  own  production  of  food  and  clothing  materials 
to  a  high  level  over  a  period  of  years.” 

DREAM  OF  A  CHINESE  ELDORADO 

However,  while  canvassing  the  possibilities  of 
the  future,  it  is  important  for  Americans  to  keep 
their  feet  on  the  ground  in  considering  the  post¬ 
war  Chinese  market.  It  is  not  just  a  matter  of  esti- 
m.iting  what  China  will  need,  but  of  seeing 
whether  China  really  is  likely  to  follow  the  in¬ 
ternal  policies  requireil  to  develop  a  great  market 
and  of  judging  how  much  China  will  actually  be 
able  to  arrange  to  buy.  This  is  es{X‘cially  to  the 
point,  since  dreams  of  the  China  market  are  by  no 
means  new.  Half  a  century  ago  American  busi¬ 
nessmen  were  already  speculating  about  the  pur¬ 
chasing  power  of  the  ('hinese  people.  This  con¬ 
sideration  entered  into  our  acquisition  of  the  Phil- 
ip[iinc  Islands,  which  were  viewed  hopefully  as 
steppingstones  to  the  ('hina  coast  and  the  trade  of 
the  teeming  millions  of  the  Manchu  Empire.  Giv¬ 
ing  encouragement  to  the  spirit  of  optimism,  a 
('hinese  Minister  to  the  United  States,  Wu  Ting- 
fang,  drew  an  alluring  picture  of  the  textile  markets 
that  would  be  available  if  the  shirt-tail  of  the  av¬ 
erage  Chinese  could  be  lengthened  by  one  inch! 
The  significant  fact,  however,  is  that  this  length¬ 
ening  has  not  taken  place,  i.e.,  the  purchasing 
power  of  the  Chinese  people,  although  increasing 
slightly  in  the  decades  before  the  present  war  with 
Japan,  remains  largely  a  potential  force  in  the 
markets  of  the  world.  If  reduced  to  19^6  price 
levels,  even  the  mcxlest  estimate  of  post-war  im¬ 
ports  cited  above  is  less  than  the  purchases  of 
Sweden  (fxipulation  6,000,000)  in  that  year. 

China  has  never  been  a  large  market  for  the 
products  of  other  countries.  In  the  earlv  days  of 
western  contacts  with  the  “Middle  Kingdom,”  for¬ 
eign  merchants  had  difficulty  in  finding  products 

8.  Ihid.,  p.  88.  I).  V'.  Knibb,  “('bii'a's  ('lialb'nvprn:  Pnst-War 
Markets,”  Foreign  Commerce  Weekly  t Washin.'tton,  D.C.,  De¬ 
partment  of  Commerce),  October  7,  1944,  pp.  9-1 1. 
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that  the  Chinese  would  take  in  exchange  for  silk, 
tea,  cotton  cloth  and  chinaware.  Not  until  the  last 
quarter  of  the  nineteenth  century  did  imports  real¬ 
ly  broaden  out,  including  such  commixlities  as 
cotton  goods,  kerosene  and  wheat  flour.  And  it  was 
only  at  the  end  of  the  century  that  Chinese  pur¬ 
chases  of  machinery  and  railroad  equipment  came 
into  the  picture.  At  that  period,  the  United  King¬ 
dom  was  in  the  lead  in  the  China  trade,  but  in 
1956 — the  last  year  before  the  Sino-Japanese  war — 
the  United  States  was  first  in  sales  to  China  with 
19.6  per  cent  of  total  im^xirts.  Japan  came  second 
with  16.3  per  cent,  Germany  third  with  15.9  per 
cent,  and  the  United  Kingdom  fourth  with  11.7 
per  cent.  (In  addition,  India  and  Hurma  accounted 
for  2.6  per  cent,  and  Hongkong  for  1.9  per  cent.)*’ 

The  smallness  of  the  China  market  can  be  in¬ 
dicated  by  citing  a  few  figures.  In  1936  China, 
with  approximately  one-fifth  of  the  world’s  popu¬ 
lation,  accounted  for  1.5  [>cr  cent  of  the  world’s 
imports  and  i.o  per  cent  of  the  world’s  exports. 
At  that  time  Japan’s  total  foreign  trade  was  more 
than  three  times  that  of  ('hina.'”  The  undeveloped 
character  of  the  China  market  is  all  the  more  strik¬ 
ing  in  view  of  the  extraordinary  measures  taken 
by  the  powers  to  break  down  trade  barriers  in  that 
country.  Citizens  of  foreign  nations  held  special 
areas  of  residence  and  control  in  Chinese  territory, 
and  enjoyed  the  right — under  the  system  of  extra¬ 
territoriality —  of  carrying  their  own  laws  with 
them  into  China.  Moreover,  from  1842  to  1929 
the  Chinese  tariff  was  kept  by  treaty  at  a  level  of 
approximately  5  per  cent  ad  valorem,  i.e.,  China 
was  prevented  from  having  more  than  a  tariff  for 
revenue. 

The  powers,  in  short,  did  everything  diplomacy 
made  possible  to  break  down  the  Chinese  trade 
wall  and  on  various  occasions  used  force,  but  met 
with  disappointing  results.  Foreign  economic  ac¬ 
tivities  were  confined  by  treaty  to  certain  leading 
cities  and,  except  for  inland  centers  in  the  Yangtze 
valley,  did  not  extend  much  beyond  the  coast. 
The  vast  interior  remained  a  backward  agricul¬ 
tural  hinterland  largely  outside  the  main  stream 
of  world  economic  development,  even  though 
some  Western  products  did  penetrate  into  the  in¬ 
terior.  It  is  true  that  foreign  investments  were  af¬ 
forded  “protection,”  but  the  sums  that  were  thus 
protected  were  small  in  comparison  with  the  capi¬ 
tal  an  industrializing  China  would  require.  In 

9.  See  tabic,  p.  264. 

to.  For  China's  percentage  of  world  imports  and  exports, 
sec  Foreign  Commerce  Yearhoo/^,  igj9  (Washington,  D.C.,  De¬ 
partment  of  Commerce,  1942),  p.  316;  for  trade  figures  on 
Japan,  p.  268;  for  China’s  trade,  p.  246. 


1931,  for  example,  total  foreign  investments  m 
China  were  estimated  as  $3,242,500,000,"  not  a 
negligible  sum  but  far  less  than  China  would  neec 
in  a  decade  if  industrialization  were  thoroughk 
under  way.  It  is  significant  of  the  undeveloper 
character  of  the  Chinese  interior,  i.e.,  the  greatc- 
part  of  the  country,  that  34.3  per  cent  of  the  toti 
investment  was  in  the  city  of  Shanghai  alont, 
Shanghai’s  share  having  increased  remarkabk 
since  the  beginning  of  the  century  from  14 
cent  in  1902  and  18.1  per  cent  in  1914.'^  This  coi 
centration  in  a  single  coastal  port  points  to  tb 
fact  that  the  extraterritorial  system  of  foreign  ecc 
nomic  relations  with  China,  while  produdns 
profits  for  interested  firms  and  individuals,  new 
led  to  a  genuine  development  of  the  country  ar 
the  realization  of  its  true  economic  potentialiiic 


BUYING  POWER  MEANS  AGRARIAN  REFORM 

Foreigners,  in  waxing  enthusiastic  about  tb 
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(diina  market,  were  inclined  to  think  of  it  as  ij 
ripe  fruit  to  be  snatched  roughly  from  the  trc<  .. 
Actually  there  was  no  fruit.  China  was  more  like['’^F 
badly  handled  farm  whose  good  earth  was  beirj 
allowed  to  run  down  for  lack  of  modern  agricu**-'^ 
tural  methods  and  proper  economic  and  social  r|  j 
lationships  in  the  countryside.  This  has  been  abi 
not  only  figuratively,  but  literally.  For  the  pro'^pe; 
lem  of  the  China  market  is  basically  a  problem  (  res 
Chinese  living  standards  and  the  modernization  c  fie 
the  country.  A  genuinely  developed  internal  ni:  a  1 
ket  depends  on  the  establishment  of  a  nation^wi 
railway  network,  a  single  customs  regime  and  n  gn 
tional  tarilT,  and  a  stable,  unified  currency.  But 
also  requires  a  thorough  overhauling  of  Chim|tili 
agricultural  system,  whose  low  productivity  aij  va 
tmtmodcd  structure  prevent  change  in  the  countr|sei 
side  and  a  healthy  industrialization  in  the  cities.!  of 
The  situation  can  be  stated  simply.  China  caj  toi 


II.  C.  F.  Rcmcr,  Foreign  Inreftments  in  China  (New  Yc: 
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Macmill.in,  1933),  p.  7fi. 

12.  ibid.,  p.  73.  f  ck 

13.  Tlic  nature  of  Cliincse  aRricuIture  has  been  discussed  ]  jq 
a  miinbcr  of  studies  by  R.  M.  'I'awncy,  Chen  Han-seng,  )•  : 
l’>u<  k  and  others.  Professor  Ruck  found,  on  the  basis  of  a  br  ] 
survey  made  during  1029-33,  tliat  slightly  more  than  one.-  CU 
of  China’s  farmers  owned  their  land,  less  than  one-third  » 
part-owners,  and  17  per  cent  were  tenants.  Strip  farming*, 
the  general  rule,  i.e.,  the  peasant's  land  consisted  of  a  nu.i.  j  (.j^ 
of  scattered  strips  rather  than  a  single,  compact  unit.  In 
dition,  graves  in  the  fields  took  up  almost  2  per  cent  of  q 
farm  area.  Buck  estimatctl  that  nearly  25,000,000  a(ldit!'  |  m 
acres  might  be  made  available  if  graves  and  boundaries  » 
eliminated,  and  the  proportionate  area  in  farmste.ads  were 
duced  through  an  increase  in  the  size  of  farm  units.  T: 
median  crop  area  of  farms  was  2.37  acres,  and  the  n. 
equivalent  required  to  grow  one  acre  of  wheat  was  26  d. 
compared  with  1.2  days  in  the  United  States.  Taxes  per 


were  consider.ably  above  those  in  this  country,  and  in!>  j  of 
rates  were  high.  J.  L.  Buck,  iMnd  Utilization  in  China  (N-'J  (jj 
king.  University  of  Nanking,  1937),  pp.  9,  to,  12,  14.  r 


foreign  policy  reports  •  JANUARY  I,  1945 


253 


not  become  a  huge  market  unless  it  industrializes, 
for  a  poverty-stricken,  overwhelmingly  agricultural 
Lountry  is  unable  to  buy,  or  even  to  use,  large 
quantities  of  foreign  eejuipment.  But  industrializa¬ 
tion  itself  cannot  lie  sound  or  make  its  full  con¬ 
tribution  to  the  gradual  lifting  of  living  standards 
unless  agriculture  is  reorganized,  not  merely  tech¬ 
nically  but  also  socially,  so  that  the  peasant  is  able 
to  purchase  the  prcxlucts  of  the  factory,  thereby 
pc  furnishing  a  vast  internal  market.  If  China  should 
»  become  industrialized  while  its  peasantry  contin- 
ucd  to  till  tiny  strips  of  land  under  conditions  of 
high  rents,  onerous  taxes  and  widespread  usury, 
the  result  could  only  be  to  encourage  a  dangerous 
unrest  in  the  countryside.  At  the  same  time,  urban 
labor  would  necessarily  receive  low  wages  because 
of  the  labor  surplus  in  the  villages  always  ready 
to  be  drawn  on  for  the  factories.  An  industrial 
china  created  under  these  conditions  might  tend 
to  repeat  the  experience  of  Japan  which,  having 
established  factories  without  genuinely  overhaul- 
iing  its  farms,  was  impelled  to  aggression  by  its 
I  repressive  political  structure  at  home  and  the  utter 
inadequacy  of  the  home  market  to  absorb  a  suffi- 
Jcient  portion  of  the  output  of  Japanese  industry. 

Agrarian  reform  is  needed  to  increase  the  avail- 
1‘i^ability  of  food,  clothing  and  shelter  both  for  the 
S'-' ^peasants  and  city  workers,  for  China  has  not  yet 
It  reached  the  point  at  which  its  productivity  is  suf- 
nt  ficient  to  assure  its  pwple  anything  approaching 
r  . a  minimum  standard  of  living.  It  is  true  that  it 
^''■*will  be  possible  to  raise  farm  output  in  some  de- 
n-.gree  by  purely  technical  measures,  such  as  the  in- 
it  I  troduction  of  improved  seeds  and  artificial  fer- 
n^itilizer,  but  even  these  important  technical  inno- 
rations  are  unlikely  to  he  widespread  in  the  ab¬ 
sence  of  deeper  change.  Under  present  conditions 
of  Chinese  village  life,  the  average  peasant  proprie- 
caj  tor,  even  if  he  were  convinced  of  the  necessity  of 
improved  methods,  would  he  unable  to  afford 
them;  the  average  tenant  would  be  deeply  suspi¬ 
cious  of  every  innovation  as  some  new  trick  to 
I*  I  squeeze  more  out  of  him;  and  the  landlords,  gen- 
I  erally  speaking,  would  he  wary  of  upsetting  the 
'  customary  practices  of  the  countryside. 

;  Progressive  government  policies  are  necessary  to 
)  change  this  situation — policies  which  will  encour¬ 
age  the  peasants  to  develop  a  new  outlook  by  giv- 
mg  them  a  voice  in  village  affairs  and  by  bring¬ 
ing  about  reductions  in  rents,  taxes  and  interest 
rates.  Only  if  the  average  farmer  feels  an  incentive 
10  raise  production  and  strike  out  in  new  direc¬ 
tions,  and  only  if  the  current  retarding  influence 
of  the  merchant-landlord  group  as  a  whole  is 
tliminished,  can  sound  conditions  be  created  for 


the  expansion  of  the  Chinese  market.  Consequent¬ 
ly,  the  virtually  complete  absence  of  agrarian  re¬ 
form  in  the  wartime  policies  of  the  Chungking 
government  does  not  augur  well  for  the  future. 
This  has  led  one  correspondent  to  remark:  “The 
most  glaring  gap  in  all  Chinese  publications  on 
postwar  reconstruction  is  agrarian  reform.  Land- 
holding  and  all  its  complex  credit,  property,  and 
tenancy  relations  are  basic  in  all  problems  of  social 
reorganization  in  China.”*^ 

HOW  WILL  CHINA  PAY.? 

It  must  be  admitted  that  the  average  American 
banker,  manufacturer  or  exporter  who  considers 
the  possibilities  of  selling  to  China  or  investing  in 
that  country,  focuses  his  attention  not  on  the  ques¬ 
tion  of  China’s  agrarian  structure,  but  on  other 
issues  such  as:  “How  is  China  going  to  meet  its 
obligations.?’’  It  is  therefore  necessary  to  examine 
important  questions  of  this  type  which  greatly  af¬ 
fect  the  prospects  of  the  China  market. 

In  order  to  pay  for  imports  of  goods  and  serv¬ 
ices,  China  will  seek  to  export  as  much  as  it  can 
in  the  post-war  years,  but  conditions  may  not 
be  favorable  because  of  the  loss  of  farm  labor,  de¬ 
cline  of  farm  facilities,  disruption  of  internal  trans¬ 
port,  and  need  for  the  use  of  many  crops  at  home. 
China  may  also  find  that  it  has  lost,  or  faces  greater 
competition  in,  certain  markets  as  a  result  of  the 
development  of  synthetics,  substitutes,  and  alterna¬ 
tive  .sources  of  supply,  a  declining  demand  for 
strategic  raw  materials  after  the  war,  and  high 
foreign  import  duties. 

In  1936  China’s  chief  exports  included  textile 
fibres  and  goods  (silk,  cotton,  wool,  ramie) ;  animal 
products  (bristles,  egg.s,  intestines,  hides,  skins); 
oils  (largely  wood  or  tung  oil  for  quick-drying 
paints);  seeds  (peanuts,  sesame,  linseed);  metals 
and  ores  (wolfram,  antimony,  tin);  and  tea.  Of 
these,  bristles  and  silk  will  be  affected  to  some 
degree  by  synthetics,  and  tin  by  substitutes  and 
competition  from  other  areas.  However,  the 
United  States,  will  continue  to  want  large  quanti¬ 
ties  of  tung  oil,  despite  the  development  of  Ameri¬ 
can  domestic  production,  and  will  remain  in  the 
market  for  various  other  products.  A  great  deal 
depends  on  whether  China  raises  the  quality  of 
such  exports  as  luxury  silk,  tea  and  agricultural 
oils,''  lowers  the  cost  of  production  by  introducing 
more  efficient  methods,  and  maintains  stable,  sat¬ 
isfactory  prices.  China  may  also  hope  to  replace 

14.  T.  H.  Wliitc,  “China’s  Postwar  Plans,”  Fortune  (New 
York),  October  1943,  p.  160. 

15.  The  Foreign  Trade  Commission  and  other  Chinese  gov¬ 
ernment  agencies  have  sought  to  improve  standards  in  the  pro¬ 
duction,  grading  and  packing  of  various  commfxlitics. 
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Japan  in  the  American  market  for  novelty  goods, 
and  this  country  will  perhaps  step  up  its  pur¬ 
chases  of  Chinese  minerals  by  developing  a  stock¬ 
piling  policy.  In  later  years,  as  industrialization 
[troceeds,  new  Chinese  exports  may  gradually  be 
developed. 

There  is  also  no  doubt  that  China  is  thinking 
of  concentrating  on  the  markets  of  Southeast  Asia 
in  which  Japan  sold  cjuantities  of  low-priced  goods 
before  the  war.  The  idea  would  be  to  create  a  bal¬ 
anced,  triangular  trade  network:  China-Southeast 
Asia-United  States.  China  would  buy  a  large  part 
of  its  imports  from  the  United  States  and  sell 
goods  cheaply  to  the  {>eoples  of  Southeast  Asia,  se¬ 
curing  in  return  a  portion  of  the  dollars  accruing 
through  shipments  of  natural  rubber,  tin  and  other 
raw  materials  from  these  areas  to  the  United 
States.*^  No  doubt  this  will  occur  to  some  degree, 
but  there  are  at  least  two  big  imponderables  in¬ 
volved:  the  extent  to  which  China  will  be  success¬ 
ful  in  displacing  Japan,  and  the  dollar  value  of 
American  imports  of  raw  materials,  especially  rub¬ 
ber,  that  may  be  deeply  alTecterl  by  the  develop¬ 
ment  of  synthetics  and  substitutes.  In  any  event, 
(China’s  total  exports  will  be  far  below  its  imjxirts. 
Its  average  import  surplus  was  over  U.S.$  123,000,- 
000  in  the  three  years  1934-36,  and  will  probably  be 
considerably  greater  in  the  immediate  {X)st-war 
years.  The  gap  between  imports  and  exjxirts  will 
have  to  he  made  good  in  a  variety  of  ways. 

In  the  course  of  the  Far  Eastern  war  the  United 
States  government  has  lent  China  $67o,(X)o,ooo,  and 
Britain  has  extended  loans  totaling  /^'6S,5(K),ooo. 
Of  the  former,  about  $5oo,(K)o,ooo  may  be  left  at 
the  end  of  the  war,  and  perhaps  ;{,'25,{K)o,o(K)  (i.e., 
about  $ioo,(X)o,ooo)  of  the  British  credits  will  be 
available.  These  credits  of  approximately  $400,- 
000,000  may  be — apart  from  exjxirt  receipts — the 
main  means  of  payment  for  imports  into  China  in 
the  first  post-war  years.’’  In  addition,  significant 
sums  of  money  have  been  sent  abroad  by  wealthy 
Chinese  as  part  of  a  wartime  flight  of  capital.  Al¬ 
most  three  years  ago  Professor  H.  D.  Fong,  Re¬ 
search  Director  of  the  Nankai  Institute  of  Eco¬ 
nomics,  estimated  the  total  at  between  3(k)  and  400 
million  United  States  dollars.'”  If,  as  many  Chinese 

16.  Sec  report  of  sjiccch  by  Dr.  II.  II.  Kiin^,  Ww  York. 

Hrrtild  Trihune,  (Xtober  t'liani;  Ki.i-nxau, 

“Chincse-Ainerican  Q)llaboration  and  Fcf)nomic  Dcvclopnicnt 
in  China, ”  International  Conciliation  (New  York),  October 
'0H4.  P- 

17.  Chih  TsanR,  The  Post-War  Market  of  China,  cited,  pp. 
11‘5-if).  For  a  description  of  the  details  of  recent  American 
financial  aid  to  China,  see  “.American  Aid  to  China  since 
10? I,”  Department  of  State,  Bulletin,  April  15,  194?,  pp. 
357-50- 

t8.  II.  D.  Font;,  “The  Post-War  Industrialization  of  China,” 
Contemporary  China  (New  York),  March  23,  1942. 


have  urged,  their  government  takes  steps  to  se¬ 
cure  control  over  these  dejxjsits,  paying  the  owners 
in  Chinese  currency,  the  effect  will  be  to  add  a 
sizable  sum  to  the  nation’s  financial  resources, 
However,  even  if  this  should  not  be  done,  some 
of  this  money  may  become  available  to  China 
through  reinvestment  there  by  its  holders.'*’ 

Still  another  source  may  be  found  in  the  Chinese 
government’s  dollar  balances  arising  from  curren: 
economic  arrangements  with  the  United  States 
Most  of  China’s  present  imports  are  covered  b; 
lend-lcase,  but  the  small  quantities  of  Chinese  e.\ 
ports  reaching  the  United  States  are  sold  for  Amer 
ican  dollars,  and  the  United  States  Army  is  pay 
ing  in  dollars  for  its  purchases  in  China.  It  is  ale 
likely  that  in  the  post-war  period  small  sums  wii 
be  secured  from  American  funds  sent  to  Chin,; 
for  religious  and  cultural  purposes  and  from  th 
tourist  trade  (assuming  that  China  achieves  the 
degree  of  political  stability  and  takes  other  steps  i 
necessary  to  encourage  tourism).  China  will  also 
demand  reparations  from  Japan,  perhaps  includ 
ing  Japan’s  cash  balances  in  the  United  States  ar.'| 
Britain.  k 

On  the  other  hand,  two  important  sources  c  j 
foreign  exchange  in  the  pre-war  and  early  \v.i> 
periods  will  have  been  gravely  affected,  for  thcL 
sale  of  precious  metals  can  no  longer  be  counted! 
on  and  remittances  from  overseas  Chinese  will  bcl 
at  a  low  level  in  the  immediate  post-war  years! 
The  reasons  are  that  United  States  silver  purchase; 
during  19^4-38  accounted  for  virtually  all  0: 
China’s  surplus  silver,  while  the  wartime  destruc 
tion  visited  on  the  colonial  territories  of  Southeas 
Asia  will  have  served  to  impoverish  the  Chine^[| 
communities  resident  there.  Remittances  will  conj 
tinue,  but  they  cannot  for  some  years  he  expecteci 
to  reach  the  estimated  annual  average  of  U.S.$i5i?| 
o(K),o(X)  in  the  five-year  period  1936-40.-" 

I.ONC-TERM  CREDITS  NEEDED  1 

It  would  seem  that  China’s  immediate  post-Wii  : 
financial  resources — consisting  of  unused  credit 
gold  holdings,  dollar  balances,  new  income,  ancH 
ca.sh  reparations,  if  any — will  be  far  from  neej 
ligible,  despite  declining  receipts  in  certain  fieldij 
Some  observers  believe  that  China  will  have  a! 
much  as  U.S.$i,ooo,o(X),ooo  available  for  its  ust 

19.  A  recent  report  indicates  that  the  Chinese  government » 
taking  some  steps  toward  control  of  deposits  in  the  L'niltc 
States.  It  is  as  yet  Uk)  early  to  say  how  effective  the  measure 
will  be.  Voice  of  China  (New  York,  Chinese  News  Scr'i’ 
mimeographed),  November  14,  1944. 

20.  Calculated  from  figures  cited  in  H.  D.  Fong,  The  Poi^ 
War  Industrialization  of  China  (Washington,  D.C.,  Nations 
Planning  Association),  June  1942  (Planning  Pamphlets, 
12-13),  P-  73- 
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after  the  defeat  of  Japan.  Such  a  sum  would  suffice 
for  payments  in  the  first  post-war  years,  but  if 
China  undertakes  large-scale  industrialization  and 
uses  part  of  its  United  States  dollars  to  stabilize  its 
currency,  which  has  been  severely  affected  by  in¬ 
flation,  large  new  credits  on  a  long-term  basis  will 
later  be  needed.  If  these  credits  are  forthcoming, 
China  will  have  plenty  of  time  to  repay — time  in 
which  the  effects  of  industrialization  will  have  an 
opportunity  to  operate  and  help  produce  a  strong¬ 
er,  more  solvent  economy. 

It  is  important  that  rates  of  interest  on  these 
credits  be  low,  so  that  the  burden  of  repayment  can 
be  kept  to  a  minimum.  At  first  glance  this  will, 
perhaps,  seem  to  go  counter  to  the  purpose  of  for¬ 
eign  investment  as  far  as  the  lender  is  concerned, 
namely,  to  secure  profit.  Hut  it  should  be  borne 
in  mind  that,  while  there  is  likely  to  be  no  short- 
I  age  of  investment  opportunities  all  over  the  world 
immediately  following  the  war,  this  may  no  long- 
I  er  be  the  case  after  a  decade  or  so  of  physical  re¬ 
construction.  To  avoid  the  drying-up  of  world 
markets  for  credit,  it  will  be  better — both  for  the 
borrower  and  the  lender — if  investments  are  made 
at  low  interest  rates  than  if  capital  lies  idle.  This 
is  particularly  true  of  a  country  like  the  United 
States,  which  faces  the  task  of  keeping  its  indus¬ 
trial  plant  running  at  a  high  level.  To  lend  money 
abroad  at  low  rates  of  interest  may  bring  in  the 
orders  necessary  to  keep  many  factories  and  their 
employees  steadily  at  work.  The  benefits  of  such 
a  procedure  would  extend  far  beyond  the  small 
income  accruing  directly  from  the  loans  involved. 

It  is  desirable  that  terms  of  repayment  for 
Chinese  or  other  borrowers  be  kept  as  flexible  as 
possible,  both  on  short-term  and  long-term  credits. 
This  is  one  reason  why  direct  American  invest¬ 
ments  in  China,  to  be  managed  by  foreign  inter¬ 
ests  alone  or  in  partnership  with  Chinese  interests, 
have  much  to  recommend  them.  For  returns  on 
such  investments,  instead  of  following  a  rigid 
schedule,  would  reflect  variations  in  business  con¬ 
ditions  and,  under  favorable  circumstances,  would 
bring  in  higher  profits  than  could  be  expected 
from  loans.  This  brings  up  the  subject  of  the  forms 
that  American,  or  other  foreign,  economic  cooper¬ 
ation  with  China  may  assume. 

One  possibility  would  be  the  conclusion  of  agree¬ 
ments  between  governments,  as  in  the  Export- 
Import  Bank  loans  of  1948  and  1940,  under  which 
China  pledged  to  make  deliveries  of  such  com¬ 
modities  as  tung  oil,  tin  and  tungsten  in  repay¬ 
ment.  A  second  form  of  investment  might  involve 
Chinese  borrowing  of  foreign  private  capital  or 
the  purchase  of  materials  from  foreign  manufac¬ 


turers,  with  the  government  of  the  lending  coun¬ 
try  extending  some  kind  of  financial  guarantee  to 
its  own  citizens.  This  has  been  done  by  the  British 
government  in  connection  with  private  British 
credits  to  China  and  could  also  be  followed  on  a 
significant  scale  by  the  United  States,  which  has 
the  Export-Import  Bank  available  for  this  purpose. 
A  third  form  would  consist  of  purely  private  for¬ 
eign  credits  extended  to  the  Chinese  government 
or  to  Chinese  private  firms.  A  fourth  would  in¬ 
volve  direct  or  semi-direct  investment  in  China, 
for  example,  the  establishment  by  American  com¬ 
panies  of  branch  factories  to  assemble  articles  made 
up  of  imported  parts  as  well  as  parts  produced  in 
China.  American  companies  might  also  establish 
joint  enterprises  in  which  they  would  operate  to¬ 
gether  with  private  Chinese  interests. 

Nor  should  it  be  forgotten  that  an  industrializ¬ 
ing  China  will  need  large  numbers  of  technicians, 
both  foreign  and  Chinese.  More  serious  than  the 
lack  of  machinery  in  China  is  the  lack  of  the 
knowledge  needed  to  run  machinery.  In  all  tech¬ 
nical  categories,  from  engineers  to  repairmen, 
there  will  be  a  serious  shortage  of  personnel.  Amer¬ 
ican  companies  will  therefore  have  to  give  con¬ 
siderable  attention  to  exporting  experts  as  well  as 
capital,  and  to  initiating  training  programs  which 
will  help  the  Chinese  to  operate  new  industries  as 
(]uickly  and  efficiently  as  possible.  Some  steps  in 
this  direction  have  already  been  taken. 

But  before  thoroughly  committing  themselves, 
foreign  businessmen  will  want  to  feel  reasonably 
certain  that  China  will  furnish  the  minimum  con¬ 
ditions  necessary  for  the  profitable  and  safe 
operation  of  capital  in  whatever  form  it  may  be 
invested.  It  goes  without  saying  that  investors 
cannot  expect  iron-clad  guarantees — any  more  than 
they  do  in  the  United  States — but  they  will  ex¬ 
pect  to  find  certain  essential  elements  of  protec¬ 
tion  of  their  money.  The  nature  of  the  protection 
they  will  require  will  of  course  vary,  since — to 
cite  one  example — an  American  exporter  of  trucks 
on  short-term  credit  will  be  more  easily  satisfied 
than  a  corporation  interested  in  establishing  an 
assembly  line  for  truck  production  in  Hankow. 
The  former  need  only  judge  whether  the  Chinese 
importer  will  be  in  a  position  to  pay  for  the  par¬ 
ticular  shipments;  the  latter  must  consider  the 
long-term  economic  and  political  conditions  likely 
to  prevail  in  China  and  the  degree  to  which  they 
provide  a  basis  for  profitable  enterprise. 

INQUIRING  ABOUT 
CHINESE  CONDITIONS 

It  may  be  useful  at  this  point  to  list  some  of  the 
questions  about  prospective  Chinese  conditions  that 
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American  businessmen  are  asking,  or  are  likely  to 
ask.  They  will  want  to  know,  for  example: 

1.  Will  China  have  internal  peace?  There  is 
wide  appreciation  in  the  United  States  of  the  civil 
war  danger  inherent  in  the  conflict  between 
Chungking  and  the  Chinese  guerrilla  regions  un¬ 
der  Communist  leadership.^’  Nor  is  it  difficult  to 
sec  that  this  conflict  could  gravely  affect  future 
relations  between  China  and  its  allies.  A  great 
deal  will  therefore  dcj)end  on  whether  a  Chung¬ 
king-Communist  settlement,  assuring  post-war  in¬ 
ternal  peace,  is  reached  before  the  war  is  over. 
If  China  were  to  enter  a  new  period  of  civil  war 
after  the  defeat  of  fapan,  all  hope  for  the  develop¬ 
ment  of  a  great  Chinese  market  in  the  near  future 
would  be  blasted.  It  is  true  that  in  the  past  trade 
has  continued,  and  at  times  even  expanded,  in 
some  parts  of  China,  while  other  areas  were  in¬ 
volved  in  civil  war.  No  doubt  a  future  civil  war 
would  not  mean  the  extinction  (jf  trade,  but  cer¬ 
tainly  China  cannot  industrialize  and  furnish  a 
really  great  market  on  a  far  larger  scale  than  ever 
before  unless  there  is  genuine  internal  peace. 
America,  therefore,  has  a  tremendf)us  economic 
stake  in  the  maintenance  and  consolidation  of 
Chinese  unity.  This  is  why  Vice  President  Wallace 
declared  on  July  9,  1944,  with  reference  to  China’s 
need  for  foreign  aid:  “We  have  thousands  of  tech¬ 
nical  and  business  men  in  the  United  States  who 
are  able  to  furnish  that  help.  Put  the  business  men 
in  particular  want  to  be  sure  of  one  thing.  They 
want  to  be  certain,  before  they  lay  the  foundations 
and  make  the  necessary  outla.y,  that  there  is  no 
foreseeable  likelihtxxl  of  conflict  within  China  or 
between  China  and  Russia.”*- 

2.  Will  China  have  a  stable  currency?  Basically 
the  problem  here  is  whether  the  Chinese  govern¬ 
ment  will  make  a  reasonably  satisfactory  dispo¬ 
sition  of  its  inflated  wartime  currency  and  will  bal¬ 
ance  its  budget  through  taxation  and  loans. 

3.  Will  China  pay  its  debts?  In  this  connection 
it  is  important  to  note  that  the  Chungking  gov¬ 
ernment  has  been  scrupulous  in  meeting  its  war¬ 
time  credit  obligations.  For  example,  the  tung  oil 
credit  of  1938  was  repaid  ahead  of  time. 

4.  What  attitude  will  the  Chinese  government 
adopt  toward  foreign  enterprise?  This  can  be  sub¬ 
divided  into  a  number  of  more  detailed  queries: 

21.  Antagonisms  also  exist  lu-twcvn  flhimjjkinf;  and  a  num¬ 
ber  of  provincial  military  leaders,  but  these  difTrrcnces  arc 
subordinate  to  the  Chunskincj-fVrmmunist  relationship.  If  the 
Central  government  and  tlie  Communists — the  two  main  po¬ 
litical  forces  in  the  country—makc  arrangements  averting  civil 
war,  no  provincial  leader  is  likely  to  be  in  a  position  to  engage 
in  armed  conflict. 

22.  New  Yor/(  Times,  July  to,  1944. 


A.  Will  there  be  equality  of  treatment  for  all  in¬ 
vestors,  domestic  and  foreign.^  B.  Will  economic 
regulations  be  reasonably  stable,  or  is  there  a  real 
possibility  of  their  being  changed  arbitrarily  after 
large  sums  of  money  have  been  invested  C.  Will 
steps  be  taken  to  simplify  and  clarify  the  interpre¬ 
tation  of  laws  relating  to  foreign  corporations?^^ 

5.  What  will  be  the  nature  of  Chinese  govern¬ 
ment  enterprise?  It  is  well-known  that  during  the 
war  the  Chinese  government  has  played  a  major 
role  in  economic  activity,  and  that  it  expects  to 
do  so  in  the  post-war  era  as  well.  American  busi¬ 
nessmen  therefore  want  to  know  which  fields  gov¬ 
ernment  enterprise  is  likely  to  enter  and  which 
will  be  left  to  private  enterprise.  More  will  be  said 
about  this  question  .shortly. 

6.  Does  China  have  an  industrial  plan  of  a  de¬ 
tailed  character?  This  is  particularly  important  be¬ 
cause  only  if  China’s  requirements  from  the 
United  States,  and  other  countries,  are  brought 
to  the  stage  of  itemization  can  concrete  business  j 
arrangements  be  made.  It  is  admittedly  difficult 
for  China  to  conclude  contracts  when,  for  example, 
it  does  not  have  the  slightest  idea  of  what  its 
pre-war  indu.strial  areas  will  l<x)k  like  after  the 
defeat  of  Japan,  but  arrangements  must  be  made 
if  China  is  not  to  lag  behind  other  countries  in  ar¬ 
ranging  for  American  credits  and  surplus  materials. 
The  Executive  Yuan  and  other  official  agencies 
have  been  occupied  with  the  task  of  drawing  up 
blueprints,  and  Chiang  Kai-shek’s  book,  China's 
Destiny,  published  in  March  1943,  contained  many 
pages  in  which  China’s  post-war  needs  were  listed 
statistically.^'*  But  it  was  not  until  the  Chinese 
government  submitted  estimates  of  relief  and  re-  i 
habilitation  reejuirements  to  the  United  Nations 
Relief  and  Rehabilitation  Administration  in  Sep¬ 
tember  1944  that  the  details  of  China’s  immediate  1 
post-war  plans  became  available.  According  to 
these  estimate.s,  materials  and  services  rcc]uired  by 
China  in  the  first  eighteen  months  after  the  be¬ 
ginning  of  liberation  would  cost  U.S.$3,439,ooo,-  * 
000,  with  27  per  cent  (U.S.$945,oo(),ooo)  coming 
from  UNRRA  and  the  remainder  furnished  by 
the  Chinese  government.  Of  the  total  requested 
from  UNRRA,  45  per  cent  would  be  for  direct 
relief,  and  55  per  cent  for  transportation  and  com¬ 
munications.  agriculture  and  industries.  Whether  ; 
UNRRA  will  actually  grant  aid  on  the  scale  re¬ 
quested  cannot  be  predicted  at  present,  but  the 

23.  For  a  discussion  of  this  point,  see  “Foreign  Corporations 
Must  Register  in  China,”  Foreign  Comnurce  Weetpy,  July  ii 
1944,  p.  7. 

24.  Chiang  Kai-shek,  China's  Destiny  \  Chunti  Kiio  Chih 
Ming  Yiin]  (Chungking,  Cheng  Chung  Shu  Chii,  1943> 
Chinese),  pp.  143-52. 
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Chinese  plans  give  American  businessmen  a  more 
satisfactory  basis  than  they  have  previously  had 
for  judging  the  China  market.-^ 

This  is  not  to  say  that  the  responsibility  for  un¬ 
certainty  rests  entirely  cm  the  Chinese  government. 
A  good  part  of  the  hesitancy  manifested  by 
American  businessmen  and  corporations  arises 
from  the  fact  that  they  have  never  had  to  face 
in  China  the  conditions  that  will  exist  there  after 
the  war.  Hitherto,  the  extraterritorial  system,  with 
its  separate  laws,  status  and  areas  of  operation  for 
aliens,  has  shielded  foreign  interests  and  given 
them  an  unusual  degree  of  protection.  However, 
under  treaties  of  January  ii,  1943,  the  United 
States  and  Great  Britain  renounced  their  extrater¬ 
ritorial  rights,  with  the  result  that  after  the  war 
American  and  British  citizens  and  firms  in  China 
will  be  fully  as  amenable  to  ('hinese  regulations 
as  foreigners  are  to  the  laws  of  the  United  States 
and  Britain  when  carrying  on  activities  in  those 
countries.  This  means  that  business  is  being  called 
on  to  participate  in  China’s  development  on  a 
larger  scale  than  ever  before,  under  circumstances 
with  which  it  is  quite  unfamiliar.  But  it  is  up  to 
foreign  economic  organizations  to  recognize  the 
new  situation  as  a  challenge  to  be  met,  rather 
than  as  a  cause  for  inaction. 

CHINESE  .MEASURES  TO  .MEET  FOREIGN  CRITICISM 

It  should  also  be  noted  that  the  Chinese  govern¬ 
ment  has  given  some  attention  to  c|uieting  the 
fears  of  foreign  businessmen  in  so  far  as  Chinese 
government  regulations  arc  concerned.  In  March 
1930  the  pre-war  government  at  Nanking  estab¬ 
lished  the  requirement  that  Chinese-held  shares 
should  form  over  51  per  cent  in  any  Chinese  cor¬ 
poration,  Chinese  members  should  constitute  a  ma¬ 
jority  of  the  board  of  directors,  and  both  the  chair¬ 
man  of  the  board  and  manager  should  be  Chi- 
nese.^^  These  measures,  which  reflected  Chinese 
concern  about  imperialistic  economic  [x-netration 
of  their  country,  had  the  general  effect  of  curbing 
foreign  investment  in  Chinese  enterprises. 

On  September  ii,  1943,  in  order  to  encourage 
investment  under  new  conditions,  the  Central  Ex¬ 
ecutive  Committee  of  the  Kuomintang,  the  official 
political  party,  adopted  two  resolutions  on  national 
industrial  reconstruction  and  foreign  investment 
policy.  The  former  declared  that  the  government 
was  to  draw  up  post-war  industrial  plans  and 
specify  which  industries  would  be  state-owned  and 
which  private.  The  government  was  especially  to 

25.  “UNRRA  and  China,”  China  Trade  yews  (New  York, 
China-America  Council  of  Commerce  and  Industry),  October 
1944.  p.  12. 

26.  Remer,  Foreign  Inrestnien/s  in  China,  cited,  p.  io6. 


encourage  private'  industries  conforming  to  the 
industrial  development  programs  and  to  give  them 
technical  and  transport  aid.  Item  i6  of  the  reso¬ 
lution  stated  that  “foreign  capital  and  technical 
cooperation  shall  be  welcome.”  The  second  reso¬ 
lution  provided  that  (i)  there  should  be  no  fixed 
restrictions  on  the  ratio  of  foreign  capital  in  joint 
enterprises;  (2)  the  chairman  of  the  board  of  di¬ 
rectors  in  joint  enterprises  should  be  Chinese,  but 
the  general  manager  need  not  be;  (3)  items  i  and 
2  should  be  effective  in  any  particular  case  after 
the  parties  had  reached  an  agreement  and  had  se¬ 
cured  government  approval;  (4)  aliens  might  es¬ 
tablish  their  own  enterprises  in  China  in  accord¬ 
ance  with  the  laws  and  with  government  sanction; 
(5)  negotiations  for  foreign  loans  for  state  enter¬ 
prises  should  be  centralized;  (6)  private  enter¬ 
prises  might  negotiate  foreign  loans,  which  would 
become  effective  following  approval  by  the  gov¬ 
ernment;  and  (7)  the  government  should  decide 
at  an  early  date  which  categories  of  state  enter¬ 
prises  might  accept  foreign  investments  or  seek 
foreign  loans.^’ 

The  Kuomintang  resolutions  did  something  to 
meet  American  criticism  but  —  e.xcept  for  the 
statements  concerning  revision  of  the  1930  restric¬ 
tions  on  joint  enterprises — left  questions  of  policy 
unsettled.  Some  of  these  questions  may  be  dealt 
with  more  concretely  when,  in  accordance  with 
the  agreements  ending  extraterritoriality,  China 
concludes  new  treaties  of  commerce  and  naviga¬ 
tion  with  the  United  States  and  Britain.  Accord¬ 
ing  to  a  report  of  the  official  Chinese  news  agency 
late  in  October  1944,  Chungking  authorities  had 
completed  a  draft  of  a  Chinese  trade  law  and  sub¬ 
mitted  it  to  the  government,  and  the  Ministry  of 
Economic  Affairs  had  drawn  up  measures  for  the 
employment  of  foreign  investments  and  technical 
aid.  The  “spirit  and  purpose  of  the  legislation” 
were  said  to  be  “to  provide  the  maximum  amount 
of  rights  to  foreign  investors  and  technical  col¬ 
laborators  and  to  ensure  the  safety  and  profits  of 
foreign  capital.”-*’ 

Subsequently,  at  the  International  Business  Con¬ 
ference  held  in  Rye,  New  York,  in  November 
1944,  K.  P.  Chen,  chairman  of  the  Chinese  dele¬ 
gation,  declared:  “All  regulations  and  laws  being 
adopted  by  the  Chinese  Government  are  directed 
toward  giving  foreign  investment  fair  treat¬ 
ment.”’^  Li  Ming,  general  manager  of  the  Che¬ 
kiang  Industrial  Bank  and  a  delegate  to  the  confer¬ 
ence,  joined  him  in  stressing  that  foreign  capital 

’.7.  For  texts  of  the  two  resolutions,  see  China  At  War  (New 
York,  Chinese  News  Service),  October  1943,  pp.  68-70. 

28.  Voice  of  China,  October  28,  1944. 

29.  Shanghai  Evening  Post  and  Mercury,  November  17,  1944. 
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would  be  welcome  and  would  have  a  broad  field  in 
which  to  operate.  'Fhese  statements,  while  not  com¬ 
mitting  the  Chungking  government,  appeared  to 
reflect  official  opinion  there.  This  supposition  was 
soon  confirmed  by  Sun  Fo,  a  high  official,  in  a 
speech  discussed  below.  The  chief  question  now  to 
be  answered  is  how  long  a  period  will  be  required 
to  embody  liberal  economic  principles  in  concrete 
legislation.  Only  if  that  is  done  and  the  political 
situation  inside  China  is  clarified  will  it  be  pos¬ 
sible  to  say  that  the  fundamental  economic  and 
political  decisions  determining  the  interest  of  for¬ 
eign  investors  in  the  China  market  have  been 
reached. 

HOW  MUCH  ECONOMIC 
CONTROL  IN  CHINA? 

American  discussion  of  the  conditions  under 
which  capital  will  be  allowed  to  operate  in  China 
parallels  a  vigorous  Chinese  discussion  of  the 
governmental  economic  policies  required  for  in¬ 
dustrialization.  There  is  a  large  measure  of  agree¬ 
ment  among  the  Chinese  that  considerable  official 
intervention  will  be  required,  but  important  differ¬ 
ences  exist  as  to  the  degree  and  significance  of  this 
intervention.  The  intellectual  starting-point  for 
most  of  this  discussion  is  the  attitude  of  the  famous 
nationalist  leader.  Sun  Yat-sen,  who,  before  his 
death  in  1925,  advocated  jtlans  for  large-scale  for¬ 
eign  investment  and  strong  governmental  controls. 
Some  of  his  views  on  state  intervention  in  eco¬ 
nomic  life  find  expression  in  the  Chinese  draft 
Constitution  of  May  5,  1936,  which  has  not  yet 
been  adopted  but  represents  the  official  approach 
to  constitutional  rule.  According  to  Article  118  of 
this  document,  “all  subterranean  minerals  and  na¬ 
tural  forces  which  are  economically  utilizable  for 
public  benefit,  beknig  to  the  State  and  shall  not  be 
affected  by  private  ownership  of  the  land.”  And 
Article  125  declares:  “All  public  utilities  and  enter¬ 
prises  of  a  monopolistic  nature  shall  be  operated  by 
the  State;  except  in  case  of  necessity  when  the 
State  may  specially  permit  private  operation.”^“ 

At  present  the  Chinese  government  owns  almost 
all  the  railways  of  (diina,  the  principal  steel  mills 
and  machine  shops,  all  munitions  works  and  oil 
wells,  and  has  reserved  for  itself  the  largest  iron 
and  coal  deposits.  Moreover,  no  combination  of 
private  banks  can  ever  dominate  the  financial 
market,  in  view  of  the  controlling  position  of  the 
four  government  banks.  According  to  T.  F. 
Tsiang,  director  of  the  Political  Affairs  Depart¬ 
ment  of  the  Executive  Yuan:  “We  prefer  to  have 

30.  For  the  full  text  of  the  draft  Constitution,  sec  L.  K. 
Rosingcr,  China's  Wartimt  Volitics,  i<}iy-i<)44  (Princeton, 
Princeton  University  Press,  i9.)4)>  I’P-  7o-tt5. 


this  State  of  affairs  continued  into  the  future.  We 
hope  to  keep  key  positions  in  industry  and  finance 
in  the  hands  of  the  Government  and  at  the  same 
lime  leave  all  the  other  fields  open  to  private  ini¬ 
tiative.  In  this  way  we  think  we  can  reap  the  bene¬ 
fits  of  the  age  of  machines  without  the  undesirable 
consequences  which  have  shown  themselves  in 
some  of  the  more  advanced  nations.”^*  It  is  clear 
from  this  and  many  other  statements  that  Chung¬ 
king  intends  to  have  a  “mixed  economy,”  not  a  cap¬ 
italistic  economy  in  the  traditional  sense,  but  one 
combining  private  enterprise  with  a  large  measure 
of  state  control.  This  concept,  of  course,  is  not 
limited  to  China,  but  is  widely  advocated  in  Brit¬ 
ish  and  continental  European  discussions  of  the 
future.  It  is,  for  example,  embodied  in  General 
de  Gaulle’s  phrase,  “economie  dirigee”  and  the 
London  Times’  references  to  the  need  for  close  co¬ 
operation  between  the  British  government  and 
private  enterprise. 

The  reasons  why  centralized  economic  control 
recommends  itself  to  so  many  Chinese  economists 
are  simply  stated:  (i)  Chinese  private  industry 
and  finance  are  weak,  and  projects  involving  20-  j 
30-100  million  dollars  are  beyond  their  strength. 
This  weakness,  it  is  said,  also  makes  control  nec-  i 
cssary  in  order  to  prevent  undue  foreign  influence.  I 
Moreover,  Chinese  of  wealth  have  been  familiar  1 
largely  with  family  enterprise  and  in  many  cases  5 
have  had  little  knowledge  of,  or  confidence  in,  the 
corporate  form  of  enterprise.  This  affects  the  avail-  ^ 
ability  of  Chinese  private  capital  for  modern  busi¬ 
ness  organizations.  (2)  Since  modern  industry  is 
highly  complex  and  China  is  far  behind  other 
countries  in  industrialization,  government  partici¬ 
pation  is  necessary  for  rapid  progress.  (^)  Highly  1 
important  projects — e.g.,  steel  production — may  be 
unprofitable  for  some  time.  The  government  can¬ 
not  allow  defense  to  wait  upon  the  interest  of  [ 
private  investors  and  will  have  to  launch  such 
projects  itself.  (4)  In  the  sphere  of  foreign  trade  | 
commodity  credits  from  the  United  States  and 
other  countries  will  necessitate  control  over  the  I 
exports  involved,  while  imports  will  have  to  be 
controlled,  to  make  certain  that  China’s  meager  { 
foreign  exchange  is  used  for  articles  that  promote 
industrialization  or  are  in  some  other  way  es-  | 
sential.  ) 

While  these  general  considerations  are  impres¬ 
sive,  the  actual  operation  of  official  controls  has 
been  far  from  satisfactory,  for  government  regu-  ^ 
lation  in  wartime  has  helped  to  throttle  private 
industry  instead  of  supplementing  private  opera¬ 
tions  or  heightening  their  effectiveness.  The  gov- 

31.  T.  F.  Tsiang,  "China’s  F.conomic  Future,”  Contemporary 
China,  May  29,  1944. 
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crnment  has  done  little  to  mitigate  the  eflects  of 
inflation  on  industrial  interests  and  has  been  far 
from  generous  in  its  allotments  of  credit  for  pri¬ 
vate  factory  production.  A  year  and  a  half  ago 
Generalissimo  Chiang  Kai-shek  recognized  some 
of  the  factors  in  the  situation  when  he  declared: 
“There  have  been  cases  recently  of  productive  en¬ 
terprises  which  have  become  stagnant  or  have 
drifted  away  from  their  original  lines  of  manufac¬ 
ture,  due  to  the  rise  of  prices  or  the  fear  of  un¬ 
accustomed  measures  of  government  control.”^^ 

Many  months  before  a  correspondent  of  the 
London  Economist  already  had  reported  from 
China  that  “the  octopus  of  Government  business 
tends  to  become  self-perpetuating  and  aggressive. 
As  it  spreads  and  acquires  ever  greater  weight,  it 
increasingly  crowds  out  what  remains  of  private 
business.  It  encroaches  now  upon  fields  which  pri¬ 
vate  business  could  still  handle,  and  the  latter  finds 
itself  excluded  from  an  increasing  number  of  for¬ 
merly  remunerative  spheres  of  activity.”^*  To  this 
must  be  added  the  fact  that  corruption  and  in¬ 
efficiency  have  been  characteristic  of  China’s  pre¬ 
modern  economy  and  that  the  Central  government 
lacks  many  of  the  means,  technical  and  adminis¬ 
trative,  necessary  for  detailed  supervision  of  the 
nation’s  economic  life. 

One  of  the  important  differences  between  the 
Chinese  advocates  of  extreme  and  moderate  con¬ 
trol  is  over  the  purposes  of  post-war  economy. 
Shall  it  be  primarily  a  defense  or  a  welfare  econ¬ 
omy?  The  advocates  of  the  latter  stress  the  need 
for  a  higher  standard  of  living,  champion  the  de¬ 
velopment  of  light  industries,  producing  consum¬ 
ers’  goods,  and  favor  a  limited  degree  of  official 
economic  intervention.  Those  who  wish  to  place 
the  overwhelming  emphasis  on  heavy  industry 
stress  China’s  military  needs  and  favor  rigid  con¬ 
trol  of  all  aspects  of  economic  life.  Actually,  a 
soundly  based  government  could  give  plenty  of 
attention  to  heavy  industry  and  also  promote  the 
immediate  welfare  of  the  people,  while  an  un¬ 
sound  government  could  hardly  do  either.  The 
danger  is  that  if  chauvinistic,  anti-popular  groups 
were  to  hold  the  upper  hand  in  the  Central  ad¬ 
ministration  after  the  war,  the  entire  economic 
emphasis  might  be  on  military  preparations — not 
simply  for  defense  against  foreign  aggression, 
but  more  immediately  for  civil  conflict.  In  that 
event  it  is  highly  unlikely  that  large  c]uantities  of 
capital  would  be  forthcoming  from  the  United 

32.  Fur  Eastern  Surrey  (New  York),  August  ii,  1943,  p.  163. 
It  remains  to  be  seen  whether  the  Chinese  War  Production 
Board- -established  in  the  fall  of  1944 — will  be  effective  in 
raising  factory  output  in  Free  China. 

33-  Issue  of  December  6,  1941,  p.  686. 


States,  for  no  genuine  basis  would  exist  for  co¬ 
operation  between  the  American  and  Chinese 
economies. 

However,  a  speech  of  November  30,  1944  by  Sun 
Fo,  son  of  Sun  Yat-sen  and  President  of  the  Legis¬ 
lative  Yuan,  indicates  that  in  the  battle  between 
Chinese  advocates  of  extreme  and  moderate  con¬ 
trol,  supporters  of  the  latter  course  recently  have 
won  an  imjxirtant  victory.  Speaking  in  Chung¬ 
king,  Sun  Fo  revealed  that,  since  the  adoption  of 
the  Kuomintang  resolutions  of  September  1943, 
the  Executive  Yuan  of  the  government  and  a 
special  committee  of  the  Legislative  Yuan  had 
made  detailed  studies  of  the  problem  of  China’s 
post-war  economic  structure.  As  a  result,  a  state¬ 
ment  of  general  principles  had  been  formulated 
and  submitted  to  the  Supreme  National  Defense 
Council  for  final  decision  early  in  November  1944. 
Since  an  official  statement  was  yet  to  be  issued. 
Sun  gave  his  own  version  of  the  various  points, 
together  with  a  brief  commentary  on  them.’^ 

SUN  Fo’s  STATEMENT  OF  POLICY 

I'he  program,  in  Sun  Fo’s  version,  consists  of  a 
series  of  “general  principles  which  will  serve  as 
the  guiding  directives  for  all  the  Government  de¬ 
partments  which  are  concerned  with  the  drafting, 
enactment  and  enforcement  of  the  detailed  laws, 
rules  and  regulations  for  the  development  of 
China’s  post-war  economy.’’  He  described  the  prin¬ 
ciples  as  follows: 

“Point  I.  That  jxist-war  industrial  development 
should  be  organized  with  the  participation  of  both 
State  and  private  interests.  .  .  . 

“Point  2.  That  all  economic  enterprises,  whether 
State  or  private,  should  be  co-ordinated  under  a 
General  Economic  Plan.  .  .  . 

“Point  3.  That  the  number  and  kinds  of  State 
enterprises  should  be  limited  and  clearly  defined 
rather  than  extensive  and  general  in  nature,  and 
that  these  strictly  State  enterprises  should  include 
postal  and  telecommunications,  important  national 
railways,  large  hydrcKdectric  power  plants,  arsenals 
and  mints,  and  such  public  works  as  harbor  con¬ 
struction,  irrigation  and  conservation  works. 

“Point  4.  That  all  other  enterprises  not  striedy 
within  the  category  of  State  enterprises  be  open  to 
private  undertaking,  ownership  and  operation.  .  .  . 

“Point  5.  That  large  enterprises,  though  not  in¬ 
cluded  in  the  category  of  State  concerns,  may  still 
be  undertaken  by  the  Government  or  may  be  op¬ 
erated  jointly  by  the  State  and  private  interests.  .  . . 

34.  For  full  text  of  the  address,  which  is  jjiven  here  in  ab¬ 
breviated  form,  see  Shanghai  F'rening  Post  and  Mercury, 
December  15,  1944. 
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“Point  6.  That  all  enterprises  which  are  operated 
jointly  by  the  State  and  private  interests  should  be 
organized  in  the  form  of  public  corporations  or 
companies. 

“In  these  corporations  and  companies,  the  com¬ 
mercial  nature  of  the  undertaking  should  be 
stressed  rather  than  that  it  is  a  State  interest.  The 
participation  of  the  State  would  be  on  the  basis  of 
the  ordinary  rights  and  duties  of  a  stockholder 
under  the  fundamental  Company  Law  of  the  Re¬ 
public. 

“Point  7.  That  government-operated  enterprises 
other  than  those  considered  strictly  State  enter¬ 
prises,  whether  owned  and  operated  solely  by  gov¬ 
ernment  agencies  or  jointly  with  private  and/or 
foreign  capital,  should  be  treated,  as  far  as  their 
interest  and  obligations  are  concerned,  on  strictly 
equal  basis  vis-a-vis  private  enterprises  of  the  same 
category.  .  .  . 

“Point  8.  That  all  privately-operated  industrial 
enterprises  should  conform  to  the  terms  of  the 
General  Economic  Plan  in  respect  to  (a)  location; 
(b)  plant  capacity;  (c)  kinds  and  quality  of  prod¬ 
ucts;  (d)  issue  of  debentures  and  shares  must  be 
reported  and  approved,  etc. 

“Point  9.  That  all  those  private  industrial  enter¬ 
prises  which  conform  to  this  General  Economic 
Plan  should  be  entitled  to  receive  State  aid  in  the 
form  of  technological  assistance,  and  transport 
facilities. 

“Point  10.  That  there  should  be  no  restriction  on 
the  percentage  of  participation  of  foreign  capital 
in  joint  enterprises  which  are  open  to  Chinese  pri¬ 
vate  capital,  but  that  the  chairman  of  the  board  of 
directors  must  be  a  Chinese  national. 

“This  docs  not  rule  out,  however,  that  in  some 
industries  of  national  importance,  limitations  may 
be  placed  on  grounds  of  national  security. 

“Point  II.  'i  hat  all  approved  enterprises,  whether 
State  or  privately-owned,  or  both,  may  negotiate 
for  finance  from  foreign  sources  through  or  with 
the  approval  of  the  competent  Government  author¬ 
ities. 

“Point  12.  That  foreign  nationals,  in  accordance 
with  Chinese  laws,  may  directly  invest  in  enter¬ 
prises  operated  solely  by  them;  and  that  for  certain 
special  enterprises  which  would  require  special 
authorization  for  their  establishment  and  opera¬ 
tion,  special  charters  may  be  granted  to  foreigners 
upon  application  to  and  approval  by  the  Govern¬ 
ment.  .  .  . 

“Point  i^.  That  all  Government  officials  whose 
duties  are  concerned  with  the  control  and  super¬ 
vision  of  industry  or  enterprises  are  forbidden  to 


participate  directly  in  the  ownership  and  opera¬ 
tion  of  such  enterprises  for  their  personal  profit.” 

However,  in  conclusion,  Sun  Fo  hastened  to 
point  out  that  China’s  economic  development  will 
be  conditioned  by  the  political  situation  within 
and  outside  the  country.  “Internally,”  he  said,  “we 
need  a  peaceful  country  which  has  entered  upon 
a  {period  of  stable  constitutional  democratic  gov¬ 
ernment.  Externally,  we  need  a  Far  East  which  is 
freed  once  and  for  all  from  the  fear  of  Japanese 
aggression.” 

THE  U.S.  AND  TRADE  WITH  CHINA 

The  discussion  of  the  preceding  pages  suggests  / 
that  the  main  question  for  American  business  in  [ 
dealing  with  China  is  not  whether  that  country  has  r 
more  official  economic  control  than  the  United  i 

States  (this  is  likely  to  be  true  of  most  countries  ' 

after  the  war),  but  whether  China  is  organized  to  [ 
engage  in  satisfactory  business  relations  with  for-  j 
eign  private  interests.  The  problem  is  not  one  of  ^ 
control  as  such,  but  of  the  manner  in  which  that 
control  operates  and  whether  it  is  based  on  condi-  • 
tions  essential  to  the  security  of  trade  and  invest-  , 
ment,  such  as  reliable  financing,  political  unity,  v 
fair  treatment  of  foreign  enterprise,  and  efficient  | 
administration.  It  w'ould  seem  that,  while  China 
needs  many  controls,  it  will  benefit  by  avoiding  '! 
policies  that  discourage  the  accumulation  of  pri¬ 
vate  Chinese  capital  and  by  adopting  moderate 
measures  to  stimulate  outside  investment. 

In  the  best  of  circumstances,  however,  Chinese 
conditions  are  likely  to  he  unsettled  immediately  . 
after  the  war.  The  issue  therefore  arises  of  the  P 
role  to  be  played  by  foreign  governments,  especial¬ 
ly  that  of  the  United  States,  in  encouraging  invest-  | 
ment  and  trade  with  China.  Such  a  governmental  E 
role  appears  natural  to  the  British.  For  example, 
the  London  Times  declares:  “The  general  condi¬ 
tions  on  which  we  could  cixipcrate  [economically 
with  China  j  would  have  first  to  be  agreed  between  | 
the  Chinese  and  British  Governments.  Once  those 
general  conditions  were  settled  the  British  Gov-  ■ 
ernment  might  well  ask  the  engineering,  chemi-  f 
cal,  and  other  industries  to  form  for  each  industry 
a  representative  group  to  study  the  suggested  lines 
of  development  and  undertake  the  necessary  en-  ) 
terprises.”^'  In  the  United  States,  however,  there  \ 
may  be  some  opposition  to  strong  governmental 
leadership,  on  the  general  ground  that  this  would  , 
constitute  interference  with  the  operation  of  free  f 
enterprise.  | 

But  an  examination  of  the  problems  presented  I 
by  the  China  trade  indicates  that  government  lead- 
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ership  can  fulfill  a  valuable  function  in  aiding 
private  enterprise.  An  American  producer  of  rail¬ 
way  equipment,  for  example,  might  not  be  in  a 
position  to  give  China  a  40-50  million  dollar  credit 
for  equipment,  but  might  cover  part  of  this  if  the 
Export-Import  Hank  furnished  the  rest.  It  would 
seem  that,  if  China  is  to  industrialize  on  the  scale 
required  both  for  its  own  well-heing  and  that  of 
the  United  States,  many  projects  will  be  incapable 
of  consummation  without  help  from  Washington. 
The  United  States  government  can  facilitate  mat¬ 
ters  by  considering  the  possibilities  of  guaranteeing 
American  capital  against  loss  to  a  certain  amount, 
by  helping  businessmen  to  meet  the  problems 
raised  by  the  end  of  extraterritoriality,  and  per¬ 
haps  by  extending  soundly  conceived,  low-profit 
loans  to  China  to  stimulate  American  industry  at 
such  times  as  depression  threatens  or  particular 
lines  of  industry  are  short  of  orders.  Individual 
businessmen  or  corporations  necessarily  observe 
two  criteria:  the  immediate  reliability  of  the  Chi¬ 
nese  as  a  risk,  and  the  wisdom  of  the  particular 
firm’s  undertaking  large  commitments  even  where 
the  risk  seems  satisfactory.  The  government,  while 
also  bearing  the  risk  factor  in  mind,  is  able,  be¬ 
cause  of  its  large  resources,  to  adopt  a  broad 
approach  based  on  the  needs  of  American  econ¬ 
omy  as  a  whole.  The  general  principle  might  be 
adopted  in  connection  with  the  China  market  that 
the  sphere  of  United  States  government  action 
should  be  limited  strictly  to  supplementing  and 
stimulating  private  activity,  i.e.,  to  doing  those 
things  which  private  interests  are  not  able  or  pre¬ 
pared  to  undertake  at  a  particular  moment. 

FUTURE  COMPETITION  IN  CHINA 

Whether  or  not  the  China  market  undergoes 
considerable  expansion,  there  is  likely  to  be  sharp 
foreign  competition  for  it.  In  this  competition  the 
United  States  will  occupy  a  favorable  position, 
since  it  will  be  the  world’s  greatest  exporter  of 
capital.  The  weakening  of  other  capital  exporters, 
such  as  Britain  and  France,  and  the  defeat  of  Ger¬ 
many  and  Japan,  will  probably  make  it  impossible 
for  China  to  undertake  a  rapid,  thoroughgoing  in¬ 
dustrialization  without  borrowing  the  major  por¬ 
tion  of  its  foreign  capital  from  American  sources.^’* 

?Sa.  It  has  bren  assumed  throui;hout  this  Rf.port  that  an  in- 
diistrializinj;  China  would  become  a  larpe  importer  of  capital. 
Rut  reference  must  be  made  to  the  possibility  that  China  might 
industrialize  chiefly  by  developing  its  own  capital  resources — 
with  foreign  technical  assistance — as  was  the  case  in  the  Soviet 
Union.  In  this  connection  two  important  difTerenecs  between 
China  and  Russia  should  be  noted;  (i)  China  is  on  a  far  lower 
level  of  industrial  constructif)n  and  knowledge  than  Russia  was 
in  1917.  (2)  The  living  standards  of  the  Chinese  people  are  far 
lower  than  those  of  the  population  of  Russia  in  1917.  In  view 
of  these  facts,  “self-industrialization”  with  little  foreign  capital 


This  is  but  another  way  of  saying  that  the  United 
States  would  then  play  by  far  the  largest  role  in 
the  China  trade.  In  fact,  Chih  Tsang  estimates 
that,  if  China’s  immediate  post-war  imports  total 
$461,110,000,  about  43  per  cent — $195,732,000 — will 
be  secured  from  the  United  States.  If  consumers’ 
goods  are  excluded  from  these  totals,  leaving  only 
capital  and  producers’  goods,  the  American  share 
would  constitute  53  per  cent.^^ 

United  States  trade  with  China  will  benefit  from 
American  ability  to  train  Chinese  students  in  the 
latest  industrial  methods,  for — it  is  worth  empha¬ 
sizing — instruction  in  the  u.se  and  servicing  of 
machinery  will  be  an  es.sential  part  of  the  work 
of  exporting  to  China  in  the  future.  At  the  same 
time  the  defeat  of  Germany  and  Japan  will  elimi¬ 
nate  or  weaken  two  important  competitors.  The 
Germans,  for  example,  played  an  important  part 
in  the  export  of  electrical  machinery  and  equip¬ 
ment;  tools;  rails;  tool  steel;  brass  goods;  and 
chemicals  and  pharmaceuticals.  The  Japanese  did 
well  in  certain  lines  of  electrical  equipment;  tex¬ 
tile  machinery;  brass  and  copper,  and  products; 
chemicals  and  pharmaceuticals;  tires  and  tubes; 
and  other  categories.  In  many  fields  there  will  be 
a  partial  vacuum,  which  may  be  filled,  in  par¬ 
ticular,  by  the  United  States  and  Britain  (includ¬ 
ing  here  not  only  the  United  Kingdom,  but  India 
and  Australia).  It  is  also  worth  noting  that  the 
trade  of  Manchuria  and  Formosa,  long  monop¬ 
olized  by  Japan,  will  be  open  to  the  United  Na¬ 
tions  after  victory.  Manchuria  is  by  far  the  most 
highly  industrialized  section  of  China  and  will 
probably  continue  to  be  so,  despite  the  destruction 
that  may  occur  before  Japan’s  defeat.  The  impor¬ 
tance  of  Manchuria  as  a  market  can  be  seen  from 
the  fact  that  in  the  three  years  1934-36  its  imports 
were  58  per  cent  of  those  of  the  rest  of  continental 
China.^^ 

The  United  States  does  have  one  great  short¬ 
coming  in  filling  China’s  needs,  namely,  high 
prices.  Even  if  credit  terms  are  generous  and  inter¬ 
est  rates  low,  industrialization  with  American 
machinery  may  be  the  most  expensive  kind  of  in¬ 
dustrialization.  On  the  other  hand,  Britain  may 
be  able  to  offer  comparatively  low  prices  in  many 
lines,  in  addition  to  benefiting  from  its  familiarity 
with  Far  Eastern  markets.  There  is  no  doubt  that 
the  British  are  anxious  to  play  a  large  part  in  post¬ 
war  trade  with  China,  since  exports  will  be  even 

would  .ilmost  certainly  he  a  very  slow  process;  ff)r  it  is  difTiciilt 
to  conceive  of  China  as  being  able  to  save  vast  ainounts  of  cap¬ 
ital  in  a  brief  period.  Obviously,  there  is  no  reason  why  the 
Chinese  should  wish  to  take  this  cf)tirse  if  any  other  way  is  open. 

36.  The  Post-War  \farket  oj  China,  cited,  pp.  88,  90. 

37.  Compiled  from  Foreign  Commerce  Yearhoot^,  igj8,  pp. 
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more  vital  to  them  than  to  the  United  States.  The 
London  Times  remarks:  “It  seems  agreed  that, 
if  there  is  to  be  full  employment  and  a  good  stand¬ 
ard  of  living  in  Hritain  after  the  war,  we  must  in¬ 
crease  our  exports.  Can  we  afford  to  neglect  the 
trade  of  a  quarter  of  the  world’s  population.^”'*’ 
The  Times  recognizes  Britain’s  loss  of  prestige 
and  power  in  the  Far  East  following  the  debacle 
in  Singapore,  Burma  and  Malaya,  hut  asserts: 
“Englishmen  who  know  China  are  convinced  that 
we  can  overcome  the  difficulties  of  the  pre.sent 
situation  and  win  back  the  respect  and  friendship 
of  the  Chinese.”  Nevertheless,  many  que.stions  re¬ 
main  unsettled,  for  example,  the  Chinese  deci¬ 
sions  on  coastal  and  inland  navigation  which  will 
affect  great  British  shipping  interests,  such  as  Jar- 
dine,  Matheson,  and  Butterfield  and  Swire.  Not 
least  important  will  be  the  attitude  of  the  United 
States — whether  this  country  recognizes  the  impor¬ 
tance  of  working  together  with  the  British  eco¬ 
nomically  or  whether  we  will  follow  a  policy  of 
seizing  every  order  and  every  advantage  we  can, 
regardless  of  the  consequences  for  Britain’s  role 
in  preserving  world  peace. 

The  future  position  of  Japan  in  the  China  mar¬ 
ket  constitutes  an  especially  large  question  mark. 
In  purely  economic  terms  Japanese  industry  could 
contribute  a  great  deal  to  an  indu.strializing  China 
because  of  the  low  prices  of  Japanese  goods.  But 
this  consideration  of  itself  cannot  be  allowed  to  in¬ 
fluence  decisions  concerning  the  future  of  Japan’s 
industrial  economy — decisions  which  will  have 
to  be  made  on  the  basis  of  what  seems  best  for  the 
maintenance  of  peace  in  the  Far  East.  However,  to 
the  extent  that  Japan  retains  its  industries  the 
issue  of  commodity  reparations  will  ari.se,  for  such 
payments  would  be  useful  to  China.  The  situation 
is  filled  with  many  thorny  problems.  For  example, 
if  Japanese  heavy  industry  were  largely  de.stroycd 
or  dismantled  but  light  industry  were  allowed  to 
develop  fairly  freely,  would  not  the  Japanese  be 
likely  to  play  a  leading  role  in  the  China  market 
for  the  products  of  light  industry.^  And  would  not 
the  Japanese  tend  to  dominate  the  markets  of 
Southeast  Asia  for  such  goods. ^  Unless,  of  course, 
their  sales  were  restricted  in  both  cases  by  high 
tariffs  directed  especially  against  them.  Both  the 
space  and  the  facts  are  lacking  for  an  extended  an¬ 
alysis  of  these  points,  but  the  questions  raised  in¬ 
dicate  how  unsettled  the  future  of  the  China  mar¬ 
ket  is  at  present. 

WORLD  ECONOMIC  RESPONSIBILITY 

The  body  of  this  Report  has  been  concerned 

38.  Issue  of  July  7,  19^4. 


with  China’s  economic  policies  and  the  prospects 
of  increased  trade  between  China  and  other  coun¬ 
tries,  but  it  is  clear  that  the  internal  and  interna¬ 
tional  policies  of  the  Western  powers  will  also  have 
.1  great  deal  to  do  with  the  China  market.  Some 
of  the  problems  involved  can  be  listed  briefly. 

(1)  Trade  Barriers.  If  China  is  to  buy  more 
fiom  other  countries  and  e.stablish  a  sound  basis 
for  long-term  credits,  it  mu.st  in  the  long  run  great¬ 
ly  expand  its  exports.  This  cannot  occur  unless 
there  is  a  genuine  reduction  of  tariffs  on  the  part 
of  the  powers,  especially  the  United  States.  It 
would  be  illogical  for  this  country  to  expect  to  sell 
vast  quantities  of  goods  to  the  Chinese  and  yet  be 
unwilling  to  ease  the  tariff  re.strictions  on  Chinese 
exports  to  the  United  States.  Some  Chinese  prod¬ 
ucts  purchased  by  this  country — for  example,  tung  | 
oil,  which  in  1937  headed  the  list  of  American  im-  f 
ports  from  China — are  duty-free,  but  China  could  t 
I'jcnefit  from  tariff  reductions  on  other  items  as  | 
well  as  from  the  incrca.scd  flow  of  world  trade  that 
might  result  from  a  general  easing  of  trade  bar¬ 
riers.  Here  a  great  deal  depends  on  American  in¬ 
ternal  economic  measures  for,  if  dome.stic  policies 
tend  to  promote  mass  employment,  there  will  be  » 
increased  purchasing  power  for  imports  and  less  ( 
fear  of  the  effects  of  imports  on  American  in¬ 
dustry.  An  important  fact  to  be  recognized  is  that,  | 
just  as  the  United  States  needs  expanding  Chinese 
purchasing  power  for  the  sake  of  American  pros¬ 
perity,  so  Chinese  prosperity  requires  a  rising  ^ 
.standard  of  living  in  the  United  States. 

(2)  Currency.  International  action  is  necessary  to  ■ 
prevent  undesirable  exchange  fluctuations  which  | 
interfere  with  the  steady  flow  of  trade.  In  view  of  ■! 
wartime  inflation,  China  will  have  a  tremendous  j 
problem  of  currency  stabilization.  The  Interna-  j 
tional  Stabilization  Fund  proposed  at  the  Bretton  | 
Woods  Monetary  Conference  of  July  1944  could  3 
be  of  a.ssistance  in  this  connection. 

(3)  International  Lending.  It  might  be  helpful,  | 
in  coordinating  the  requirements  of  industrializing 
countries  with  the  need  for  orders  on  the  part  of 
industries  in  advanced  countries,  to  establish  an  | 
international  authority  which  would  guarantee 
and  supplement  loans  given  by  private  sources. 
This  would  be  part  of  the  work  of  the  Bank  for 
Reconstruction  and  Development  proposed  at  Bret¬ 
ton  Woods.^’ 

(4)  Lend-Lease.  A  great  deal  will  depend  on  . 

whether  this  is  .settled  in  such  a  fashion  as  not  to  i 
burden  future  trade  relations.  [ 

(5)  Future  of  Colonial  Asia.  The  state  of  other  | 

39.  On  both  the  R.ink  and  the  Stabilization  Fund,  sec  “Bret-  | 
ton  Woods  Monetary  Conference,”  Foreign  Policy  Reports,  | 
September  i,  1944.  I 
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Asiatic  markets  will  influence  China’s  export  trade 
and  the  size  of  remittances  from  overseas  Chinese 
communities.  It  is  vital  to  China,  for  example,  that 
the  economy  of  Malaya  he  reconstituted  on  an  ex¬ 
panding  basis. 

(6)  American  Relations  with  Britain  and  the 
USS.R.  If  the  world  is  rent  by  Anglo-American 
economic  rivalries  or  by  a  struggle  between  the 
United  States  and  the  Soviet  Union,  the  effects  will 
be  highly  injurious  to  China.  On  the  latter  point 
an  American  publisher  of  a  business  magazine  de¬ 
clares,  the  “refusal  of  Russia  and  the  United  States 
to  work  cooperatively  to  maintain  the  peace  would 
kill,  in  their  present  embryonic  stage,  all  dreams 
of  a  vast  industrialization  program  for  China.”'*” 

CONCLUSION 

It  should  be  clear  from  this  Report  that  the 
China  market,  which  has  so  long  been  discussed 
as  if  it  were  almost  something  to  be  taken  for  the 
asking,  is  still  far  from  being  a  reality.  The  mak- 

40.  J.  H.  McCIraw,  Jr.,  “Russia:  Threat  ...  or  Promise?” 
Business  H'eet^  (New  York),  November  11,  1944,  p.  75. 


ings  of  a  great  market  are  present — the  vast  area, 
the  450,o(X),ooo  customers,  the  need  for  industrial¬ 
ization — but  these  essential  ingredients  have  not 
yet  been  fashioned  into  a  finished  product.  Still 
lacking  are  the  appropriate  [xilicies  inside  China 
and  an  appropriate  international  environment.  If 
these  are  achieved,  the  world  is  likely  to  see  the 
development  of  a  strong,  progressive  China  which 
would  not  have  to  be  feared  as  a  dangerous  com¬ 
petitor,  even  though  its  development  might  neces¬ 
sitate  adjustments  in  international  economic  activ¬ 
ity.  For,  as  one  high  Chinese  official  declares: 

“Among  every  five  men  in  the  world,  there  is  a 
Chinese.  When  450,000,000  people  can  live  a  decent 
life  and  find  themselves  disposed  to  contribute  to 
world  prosperity,  the  face  of  the  world  will  cer¬ 
tainly  be  tremendously  changed.”'**  This  is  another 
way  of  saying  that  the  industrialized  nations  stand 
to  gain  much  more  from  a  free,  industrialized 
and  forward-looking  China  than  from  the  old  1 

China  in  which  foreigners  possessed  special  priv¬ 
ileges,  but  enjoyed  only  a  limited  market. 

41.  Sun  Fo,  China  Loo^s  Forward  (New  York,  John  Day, 

1944),  p.  235. 
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SOME  STATISTICS  ON  CHINA’S  FOREIGN  TRADE 
Compiled  by  Ona  K.  D.  Ringwood 


Country  of  Origin 

Trade  of  China*  with  Prinqpal  Countries 
(in  thousands  of  dollars) 

General  Imports  Export  of  Chinese  Products 

or  destination 

1934 

1933 

1936 

1937 

1934 

1933 

1936 

1937 

Total 

354,651 

339,943 

282,322 

279,935 

182,695 

206,641 

211,237 

248,326 

United  States 

92,768 

64,362 

55,481 

55,291 

32,204 

48,912 

55,685 

68,523 

Canada 

6,567 

7,404 

5,917 

5,002 

1,209 

1,505 

1,575 

2,099 

Belgium 

8,817 

6,730 

7,775 

8,299 

1,777 

1,991 

1,889 

1,716 

Czechoslovakia 

1,479 

2,470 

2,357 

2,827 

3 

5 

12 

55 

France 

7,680 

4,918 

5,506 

4,429 

7,210 

10,486 

9,082 

9,664 

Germany 

31,898 

37,715 

44,927 

42,861 

6,534 

10,372 

11,708 

21,458  , 

Italy 

4,286 

4,742 

3,649 

2,899 

2,303 

2,748 

1,013 

2,025 

Netherlands 

2,624 

1,654 

1,430 

1,773 

5,013 

5,468 

4,946 

4,22/ 

Sweden 

2,982 

3,138 

1,944 

1,969 

271 

506 

596 

7851 

U.S.S.R. 

2,923 

2,845 

371 

206 

1,923 

1,520 

1,258 

1,432' 

United  Kingdom 

42,571 

35,615 

33,039 

32,698 

16,985 

17,736 

19,.392 

23,797 

India 

14,695 

13,682 

7,404 

3,653 

7,557 

7,295 

5,585 

3,491 

British  Malaya 

3,899 

3,750 

3,236 

3,030 

5,275 

4,628 

4,679 

5,68?: 

Korea 

826 

993 

878 

687 

5,351 

4,148 

2,918 

2,283 

French  Indo-China 

14,096 

22,911 

5,404 

8,799 

1,623 

2,024 

2,957 

3,798 

Hong  Kong 

10,131 

7,375 

5,313 

5,590 

34,442 

34,025 

31,843 

48,22;/ 

Japan 

43,304 

51,077 

45,853 

43,992 

27,682 

29,424 

30,594 

24,96(7 

Kwantung 

4,179 

3,50- 

3,403 

2,792 

6,287 

4,815 

5,386 

4,32ll 

Netherlands  Indies 

21,799 

21,006 

22,194 

23,617 

2,405 

1,790 

1,419 

1,34a 

Philippines 

1,693 

1,765 

1,203 

1,137 

1,742 

1,724 

1,824 

2,056| 

Siam 

11,212 

10,086 

5,661 

4,639 

1,554 

1,293 

1,211 

1,217 

Australia 

Egypt  and  Anglo- 

3,76T 

14,015 

4,784 

4,77S 

550 

885 

1,817 

1,599 

■j 

Egyptian  Sudan 

2,352 

2,104 

2,266 

1,58- 

1,074 

1,249 

1,114 

78& 

Morocco 

1 

3,126 

3,868 

3,371 

2,461 

Other  countries 

Per  cent  of  total: 

18,083 

16,079 

12,327 

17,382 

8,595 

8,124 

8,363 

9,811  ’ 

United  States 

26.2 

19.0 

19.6 

19.8 

17.7 

23.7 

26.4 

27.4 

Germany 

9.0 

11.2 

15.9 

15.3 

3.6 

5.0 

5.5 

8.4 

United  Kingdom 

12.0 

10.6 

11.7 

11.7 

9.3 

8.6 

9.2 

9.« 

India 

4.1 

3.8 

2.6 

1.3 

4.1 

3.5 

2.6 

I'S 

Hong  Kong 

2.9 

2.2 

1.9 

2.0 

18.9 

16.5 

15.1 

19.f 

Japan 

12.2 

15.1 

16.3 

n.-- 

15.2 

14.2 

14.5 

10. 1 

♦Excluding  Formosa 

and  the  Northeastern 

Provinces  seized  by  Japan  and 

incorporated 

in  the  puppet 

State  of  Manchuku'iJ 

Under  the  Cairo  Declaration  of  November  1943,  these  territories  are  to  be 

restored  to  China  after  Japan’s  defeat. 

From  Foreign  Commerce  Yearbook,  ]93fi  (Washington,  DC.,  Department  of  Commerce,  1939),  p.  305. 

Trade  of  Manchuria  with  Principal  Countries 
(it?  thousands  of  dollars) 

Country  of  Origin  General  Imports  General  Exports 

! 

or  destination 

1934 

1933 

1936 

1937 

1934 

1933 

1936 

1937 

Total 

194,332 

174,780 

199,610 

255,486 

1 16,815 

121,818 

173,896 

185,78 

United  States 

11,533 

7,194 

6,848 

16,561 

1,953 

4,512 

4,718 

5.37, 

36 

France 

185 

134 

225 

969 

956 

1,033 

1,396 

Germany 

4,078 

4,265 

3,758 

4,974 

17,45  4 

9,489 

14,505 

17,00 

Italy 

230 

.393 

469 

306 

1,469 

1,118 

no 

76 

Netherlands 

12-’ 

236 

182 

440 

2,6  4  3 

2,915 

2,040 

4,77 

U.S.S.R. 

1,596 

338 

-5 

202 

2,-58 

1,349 

458 

4 

United  Kingdom 

3,050 

2,743 

2,140 

3,204 

5,306 

7,00- 

7,940 

2,68 

India 

7,839 

6,891 

8,143 

13,135 

211 

781 

488 

'  3 

China 

18,856 

9,256 

13,774 

11,321 

21,508 

18,906 

37,077 

32,74 

Korea 

8,285 

6,494 

■'.OOO 

11,240 

15,196 

9,769 

1 3,976 

12,78 

Hong  Kong 

1,178 

82 

1,427 

1,270 

2,242 

2,178 

2,518 

2,42  ' 

Japan 

125,491 

125,622 

146,332 

180,580 

56,399 

53,093 

68,532 

79, n 

Netherlands  Indies 

2,192 

1,465 

1,980 

2,576 

560 

203 

427 

36 : 

Other  countries 

Per  cent  of  total; 

9,692 

9,66-- 

6,348 

8,708 

18,160 

9,465 

19,711 

26,64 

United  States 

5.9 

4.1 

3.4 

6.5 

1.3 

3.7 

2.7 

V 

Germany- 

2.1 

2.4 

1.9 

1.9 

11.9 

7.8 

8.3 

9  ! 

United  Kingdom 

1.6 

1.6 

1.1 

1.3 

3.6 

5.8 

4.6 

China 

9.7 

5.3 

6.9 

4.4 

14.6 

15.5 

21.3 

17;  1 

Japan 

Ibid.,  p.  309. 

64.6 

71.9 

73.3 

-0.7 

38.4 

43.6 

39.4 

i 

